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MICHIGAN TRANSIT POOL

= ANNUAL FINANCIAL REPORT

o= March 31, 2006

Board of Directors
Michigan Transit Pool

-
Ladies and Gentlemen:
- The Michigan Transit Pool is comprised of two trust funds:
*Liability Trust Fund
- *Direct Property Damage Trust Fund

This Comprehensive Annual Financial Report is a combined report for both trust funds of the Michigan

Transit Pool (MTP). The financial statements and schedules included with this report are contained in
- three sections. The first section is a combined statement of both trust funds. The remaining two sections
contain statements and schedules for the two trust funds individually since all members do not participate
in both trust funds. All members except for two participate in the Liability Trust Fund, thirty-two members
participate in both funds, five members participate only in the Liability Trust Fund and two members
participate only in the Direct Property Damage Trust Fund.

The Michigan Transit Pool-Liability Trust Fund (LTF) and the Michigan Transit Pool-Direct Property

Damage Trust Fund (DPDTF) are the reporting entities for this report. The combined statements include
all activities and costs applicable to the pool as a whole. The latter two sections report on all activities
and costs applicable to the specific trust fund and include all open periods for the respective fund.

- The Comprehensive Annual Financial Report of the MTP for the year ended November 30, 2005 is
hereby submitted. Responsibility for both the accuracy of the data presented and the completeness of
the presentation, including all disclosures, rests with the MTP.

-

: We believe the data, as presented, is accurate in all material respects; that it is presented in a manner
designed to fairly set forth the financial position and results of operation of the MTP as measured by the

- financial activity of its various membership periods; and that all disclosures necessary to enable the

! reader to gain the maximum understanding of the Pool's financial affairs have been included.

- I. MICHIGAN TRANSIT POOL
A. Pool Organization

L

The MTP is an organization of public authorities and agencies providing public transportation services
and is established by an Intergovernmental Agreement pursuant to the provisions of MCL Sections 124.1
- et seq. As noted above the MTP consists of two trust funds providing different loss protection programs.
The MTP-LTF administers a program of self-funding with risk sharing in the areas of automobile and
general liability; and the MTP-DPDTF provides a program of self-funding with risk sharing plus
catastrophic coverage in the area of direct property damage (collision and comprehensive coverage).
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The MTP for each trust fund also provides support services such as administration and management,
loss control services, risk management training, and financial reporting services.

The MTP-LTF began its operation on December 1, 1987 with 16 members, and as of November 30, 2005
had 40 members. In March of 1990 the MTP-DPDTF started with 12 members and as of November 30,
2005 there were 34 members. During 2005 one new member, Cadillac/Wexford Transit Authority joined
both the MTP-LTF and the MTP-DPDTF.

The MTP is governed by the MTP Board of Directors and, in accordance with the Bylaws, is comprised of
one representative of each member system. Each member system is entitled to one vote on the Board of
Directors. The Board elects from its members a President, Vice-President, Secretary, and Treasurer. The
above officers, along with five (5) elected Directors, comprise the Executive Committee of the MTP.

The 2004-2005 Board of Director's Executive Committee is as follows:

President Robert Niemi, Marquette County Transit Authority

Vice-President Janice Bauman, Isabella County Transportation Commission
Secretary Charles Moser, Eastern Upper Peninsuia Transportation Authority
Treasurer Martin Mecher, Capital Area Transportation Authority

Director Joseph DeKoning, Bay Area Transportation Authority

Director David Hess, Kalamazoo Metro Transit

Director Cameron McCollum, Jackson Transportation Authority .
Director Michael Stoner, Bay Metropolitan Transportation Authority
Director Dennis Vannest, Gladwin City/County Transit

The MTP has engaged The ASU Group - Risk Management Services to manage, for both trust funds, all
claims incurred by its members. Further ASU provides administrative support for both trust funds and
financial management support for the DPDTF. All other matters are the direct responsibility of the
Executive Committee of the MTP as established by the Intergovernmental Agreement, Bylaws, and
Memorandum of Liability Coverage, Memorandum of Direct Property Damage Coverage and as directed
by the Board of Directors.

B. Economic Condition and Outlook

State and Federal operating assistance for public transportation has not kept pace with cost increases
and the level of assistance varies from year to year. These realities make the goal of stable MTP member
costs all the more imperative.

As MTP grows and matures, certain efficiencies of operation are achieved. Costs to the individual
member are less because of the size of the exposure base. However, we must point out that not all
systems that apply for membership/coverage are allowed to join. Some systems have been deemed to be
an unacceptable risk. MTP members have a strong commitment to the self-insurance/pooling concept
and it is unlikely that the conventional insurance market will ever be a serious threat to the stability of
MTP membership.

C. Financial Management and Control

The financial statements have been prepared in conformity with generally accepted accounting principles
and necessarily include amounts based upon reliable estimates and judgments. The Pool's books are
maintained on a full accrual basis in accordance with generally accepted accounting principles. A
summary of significant accounting policies is discussed in more detail in the notes to the financial
statements found in the financial section.



The financial statements have also been prepared for the year ended November 30, 2005 in full
compliance with the Governmental Accounting Standards Board Statement No. 10. This statement went
into effect for periods beginning after June 15, 1990 and establishes accounting and financial reporting
standards for risk financing and insurance-related activities of public entity risk pools as well as state and
local governments.

D. Internal Accounting Structure

The MTP's accounting system is organized so that each membership year is accounted for and can be
evaluated independently. The assets, liabilities, revenues and expenses of each year are reported
separately on a full accrual basis. This financial reporting practice is necessary because the composition
of the MTP's membership changes from year-to-year. As the MTP provides an additional coverage, a
separate trust fund is created for financial control and reporting purposes.

The MTP Executive Committee is responsible for establishing and maintaining an internal control
structure designed to ensure that assets are protected from loss, theft or misuse and to ensure that
adequate accounting data are compiled to allow for the preparation of financial statements in conformity
with generally accepted accounting principles. Internal accounting controls are designed to provide
reasonable assurance that these objectives are met. The concept of reasonable assurance recognizes
that the cost of a control should not exceed the benefits likely to be derived, and that the evaluation of
costs and benefits requires estimates and judgments by the Executive Committee. :

All internal control decisions are made within the above framework. The Executive Committee believes

that the MTP's internal accounting controls adequately safeguard assets and provide reasonable
assurance of proper recording of financial transactions.

E. Independent Audit

BDO Seidman, LLP independent auditors, provide an objective, independent audit of the fairness of the
MTP-LTF's & DPDTF's reported financial position and results of operation. Their unqualified opinion on
the financial statements for the pool and both trust funds is included in the financial section of this report.

F. Actuarial Services

Pacific Actuarial Consultants provides an independent actuarial review and opinion annually on the
adequacy and reasonableness of the liabilities recorded for reported claims and loss adjustment
expenses and Incurred But Not Reported (IBNR) claim reserves for the MTP-LTF. Each year the actuary
also reviews the claims and reserves for the MTP-DPDTF and provides and opinion whether the reserves
are appropriate.

G. Cash Management

At its October 28, 1993 meeting the MTP Executive Committee approved the following investment policy:;

MTP INVESTMENT POLICY
Investment Goal

Stability and protection of principal with positive returns on an annual basis while exceeding the
annual inflation rate.



Investment Guidelines
The portfolio should be invested entirely in short to intermediate maturity bonds and temporary
Cash reserves. The average quality rating of the bonds should be Aa or better (Moody's Ratings).

Individual bonds should have a minimum quality rating of A1. Unrated securities of the United
States Treasury and United States Government agencies are permissible.

Maturity and Cash Flow Guidelines

The bond portfolio is to have an average maturity of 2 to 3 years with no single issue maturing in
greater than 5 years. It is the funds’ intent that three months cash flow (as advised by the MTP
Treasurer) remain liquid.

Quality Review

If at any time an individual bond is rated less than A3, investment counsel shall contact the MTP
Treasurer to advise the current rating and recommendation as to holding or disposal (sale) of the
particular bond.

Annual Report

Each year, at the MTP annual meeting, the Treasurer shall submit a report, which lists each bond
and its rating by Moody's Rating Service, Inc. as of the previous November 30.

H. Pool Administration

The MTP has retained the ASU Group, Risk Management Services to provide administrative support for
the pool. The Pool's Treasurer provides all accounting services for the pool. Risk management services
were obtained through a contract with the Moran Group.

II. MICHIGAN TRANSIT POOL-LIABILITY TRUST FUND

This 2005 Comprehensive Annual Financial Report reflects eighteen (18) years of operation for the MTP-
LTF.

A. Sharing Risk

MTP members are located throughout the state from Ironwood, at the western end of the Upper
Peninsula, to Coldwater at the southern border of Lower Michigan. Members are both rural and urban
transit systems. Intuitively we know there is a difference in risk between urban and rural members. To
objectively quantify this difference we use a factor based on passengers carried, miles traveled and hours
operated by each member. This data is use to calculate the PMH Factors. The PMH factor is used to
allocate administrative expenses and risk-shared losses among the members of the MTP-LTF.




Shown below are the number of members and the data, for each year, upon which the PMH factors are

based.

Policy Number of Vehicles
Year Members Passengers Miles Hours
1988 19 16,481,234 14,187,654 892,556
1989 22 14,748,588 15,106,898 931,406
1990 22 14,854,213 15,913,830 982,990
1991 23 15,629,296 17,017,756 1,032,743
1992 23 16,295,342 17,487,797 1,092,919
1993 26 17,234,077 18,526,807 1,127,084
1994 25 18,452,403 20,077,541 1,248,300
1995 27 20,843,010 22,545,491 1,402,704
1996 28 19,938,504 20,787,305 1,367,956
1997 28 18,514,064 21,664,742 1,357,534
1998 28 18,520,123 21,912,240 1,437,080
1999 28 19,262,455 22,515,307 1,551,651
2000 28 21,226,447 28,718,912 1,860,697
2001* 28 16,027,419 22,794,927 1,434,765
2002 30 17,983,996 24,949,003 1,632,287
2003 36 21,460,078 29,429,278 1,994,250
2004 39 22,930,002 31,416,528 2,034,650
2005 40 23,192,835 30,961,702 2,004,641

* The decrease in Passengers, Miles, and Hours from 2000 to 2001 is due to the witﬁdrawal of the Flint Mass Transportation
Authority from full participation in the Liability Trust Fund. Number of members is the same due to a new member in 2001.

B. Claims Development

Costs of the MTP-LTF are calculated and compared as a Cost Per Mile (CPM). Shown below, as of
twelve (12) months of each policy period, are the Administrative Costs, Paid and Reserved Claims, and
Incurred But Not Reported (IBNR) claims, and calculation of the CPM for each membership period of the
MTP-LTF. ‘



Policy
Year
1988 Final

CPM
1989 Final
CPM
1990 Final
CPM
1991 Final
CPM
1992 Final
CPM
1993 Final
CPM
1994 Final
CPM
1995 Final
CPM
1996 Final
CPM
1997 Final
CPM
1998 Final
CPM
1999 Final
CPM
2000
CPM
2001
CPM
2002
CPM
2003
CPM
2004
CPM
2005
CPM

Administrative

Expenses
$228,894

$0.0161
$185,068
$0.0123
$184,654
$0.0116
$241,252
$0.0142
$243,737
$0.0139
$293,895
$0.0159
$269,236
$0.0134
$242,765
$0.0108
$201,183
$0.0097
$145,249
$0.0067
$97,059
$0.0044
$256,603
$0.0114
$372,988
$0.0130
$532,517
$0.0233
$831,190
$0.0333
$1,203,162
$0.0409
$1,165,176
$0.0371
$1,132,405
$0.0366

Paid &
Reserved
Claims
$357,476

$0.0252
$5600,712
$0.0391
$384,472
$0.0242
$223,427
$0.0131
$476,603
$0.0273
$463,451
$0.0250
$398,601
$0.0199
$5692,223
$0.0263
$1,072,635
$0.0516
$772,095
$0.0356
$1,074,228
$0.0490
$1,300,496
$0.0578
$1,196,783
$0.0417
$1,667,833
$0.0731
$3,803,057
$0.1524
$560,977
$0.0201
$596,164
$0.0190
$579,003
$0.0187

IBNR
Claims
$327,607

$0.0231
$215,000
$0.0142
$270,000
$0.0170
$292,000
$0.0172
$290,000
$0.0166
$240,000
$0.0130
$310,000
$0.0154
$380,000
$0.0169
$440,000
$0.0212
$440,000
$0.0203
$290,000
$0.0132
$310,000
$0.0138
$285,798
$0.0100

'$141,720

$0.0062
$256,037
$0.0102
$785,777
$0.0267
$626,318
$0.0199
$643,288
$0.0208

Total
Cost
$913,977

$0.0644
$990,780
$0.0656
$839,126
$0.0527
$756,679
$0.0445
$1,010,340
$0.0578
$997,346
$0.0538
$977,837
$0.0487
$1,214,988
$0.0539
$1,713,818
$0.0824
$1,357,344
$0.0627
$1,461,287
$0.0667
$1,867,009
$0.0829
$1,855,569
$0.0547
$2,342,070
$0.1027
$4,890,284
$0.1960
$2,549,916
$0.0866
$2,387,658
$0.0760
$2,354,696
$0.0761



Shown below are claims costs as of twelve (12) months and current year-end, less any recoveries, for
each membership period of the MTP-LTF.

As of Current

Twelve Year Net Percent

Months End Development Development
1988 Final $ 685,083 $ 499,164 $(185,919) -271%
1989 Final $ 805,712 $ 413,838 $(391,874) -48.6%
1990 Final $ 654,472 $ 530,640 $(123,832) -18.9%
1991 Final $ 515427 $ 992,806 $477,379 92.6%
1992 Final $ 766,603 $1,326,730 $560,127 73.0%
1993 Final $ 703,451 $1,039,885 $336,434 47.8%
1994 Final $ 708,601 $1,034,889 $326,288 46.0%
1995 Final $ 972,223 $1,142,267 $170,004 17.5%
1996 Final $1,512,635 $1,005,543 $(507,092) -33.5%
1997 Final $1,212,095 $ 838,393 $(373,702) -30.8%
1998 Final $1,364,229 $1,496,743 $132,568 9.7%
1999 Final $1,300,485 $1,296,561 $ (3,876) -0.3%
2000 $1,482,581 $2,723,750 $1,304,217 88.0%
2001 $1,809,553 $3,710,205 $1,900,652 105.0%
2002 $4,059,094 $5,759,527 $1,700,433 41.9%
2003 $ 560,977 $ 549,774 $ (11,203) -2.0%
2004 $ 596,164 $ 580,673 $ (15,491) -2.6%
2005 $ 579,003 NA NA NA

Identifying the ultimate net cost of a particular claim is a difficult and imprecise practice. The Executive
Committee, due to a concern with claim development costs of previous fiscal periods, requested our Third
Party Claims Administrator to take a more aggressive position in establishing claims reserves. Our
Actuary utilizes November 30th claims data to calculate IBNR reserves as of November 30 (fiscal period
year end).

C. Reserves for Adverse Claims

Each year the MTP-LTF, through Member Deposits and the retrospective adjustment process, funds all
liabilities for paid claims, reserves, and reserves for incurred but not reported claims. The MTP Board of
Directors has established a Contingency Reserve at a minimum of $1,000,000. At year-end,
November 30, 2005, this account had a balance of $1,212,306. Contributions this year totaled $15,794.
In addition the Board has created a Restricted Reserve account, which has a balance of $793,532 with
contributions during 2005 of $95,828. During 2005 the Board approved the establishment of a third

- reserve account called the Second Restricted Reserve Account. Those members who were charter

members of the pool have satisfied all their obligations to the Contingency Reserve and Restricted
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Reserve accounts. The new Second Restricted Reserve account will require continued deposits to the
Restricted Reserve Account from members for eight years, beginning in 2005. Further members can
deposit to a Premium Stabilization Account, which can be used by members to pay future deposits or
retrospective billings. At November 30, 2005 the balance of this account was $712,444.

As noted above all liabilities and obligations of each year of the pool is provided for each open year of the
pool. The total balance at November 30, 2005 of the four reserve accounts detailed above was
$2,718,282. This is the total reserve available for any adverse claims over and above those amounts
provided for the individual years.

D. Liability Trust Fund Investment Portfolio

The Liability Trust Fund investment portfolio as of November 30, 2005 consisted of the following:

Interest Due Face Market Total
Securities Rate Date Value Value Cost
Government Treasury Bonds
US Treasury Notes 2.625% 05/15/08 $250,000 $239,766 $245,000
US Treasury Notes 3.375% 11/15/08 $250,000 $242,891 $247.612
US Treasury Notes 3.625% 07/15/09 $250,000 $243,359 $250,438
US Treasury Notes 3.500% 08/15/09 $250,000 $242,188 $251,618
Government Agency Bonds
Fed Home Loan Bank 5.955% 02/01/06 $200,000 $200,530 $203,600
Fed Natl Mig Assn 4.375% 10/15/06 $200,000 $199,688 $210,250
Fed Home Loan Mtg  3.500% 09/15/07 $200,000 $195,938 $200,838
Fed Home Loan Bank 2.750% 03/14/08 $250,000 $239,453 $248,674
Fed Natl Mtg Assn 3.250% 08/15/08 $250,000 $240,938 $252,487
Fed Natl Mtg Assn 7.250% 01/15/10 $250,000 $273,203 $281,861
Fed Natl Mtg Assn 4.125% 05/15/10 $250,000 $243,516 $247,248
McDonald's Corp MTN 5.375% 04/30/07 $250,000 $251,729 $257,935
Wal-Mart Stores Inc 4.375% 07/12/07 $250,000 $248,787 $254,500
BP/Amoco Co 6.500% 08/01/07 $250,000 $256,546 $279,375
Abbott Laboratories 3.500% 02/17/09 $200,000 $192,327 $200,730
Deere & Company 7.850% 05/15/10 $250,000 $278,597 $284,055
SBC Communications 4.125% 09/15/09 $250,000 $240,657 $243,263
AlG/Intl Lease Fin Corp 5.750% 10/15/06 $200,000 $201,144 $211,750
JP Morgan Chase 5.350% 03/01/07 $200,000 $201,098 $218,000
Goldman Sachs Group 4.125% 01/15/08 $250,000 $246,087  $253,203
Bank of Amer Corp 3.250% 08/15/08 $250,000 $239,927 $251,250
Credit Suisse First
Boston - 3.875% 01/15/09 $250,000 $241,872 $254,375
National City Bank 4.150% 08/01/09 $250,000 $243,430 $251,318
Totals 5.070% $5,450,000 $5,403,671 $5,599,380

In addition to the above, the Liability Trust Fund had equity of $1,431,486 in money market funds.
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E. Excess Coverage

The Liability Trust Fund in recent years has entered into insurance treaties with companies providing
excess insurance to cover claims costs that may exceed the pool's primary coverage amount of
$2,000,000 per occurrence. For the year ended November 30, 2005 the pool had an excess of loss
reinsurance treaty with Max Reinsurance for an additional $2 Million above the pool’'s primary $2,000,000
layer. Further, the pool would be responsible for 10% of any claims cost above the $2 Million up to the
Pool's maximum $4 Million limit.

During 2005 the Michigan Transit Pool along with the Ohio Transit Risk Pool undertook steps to create a
captive insurance company in the state of Vermont to provide excess of loss reinsurance coverage for
both entities. The company formed is Transit Reinsurance, Ltd. and beginning December 1, 2005 will
provide excess of loss reinsurance coverage for both pools.

III. MICHIGAN TRANSIT POOL - DIRECT PROPERTY DAMAGE
TRUST FUND

This 2005 Comprehensive Annual Financial Report provides information on the sixteen (18) years the
Direct Property Damage Trust Fund has been in existence.

A. Sharing Risk

MTP-DPDTF members are located throughout the state. As noted above during 2005 one new member
joined the MTP-DPDTF. Exposure level is measured by the member's annual average net book value of
vehicles. Shown below are the number of members and the total average net book values for each policy
year. Administrative expenses and risk-shared iosses are allocated to members based on their fleet's
average net book value.

Average

Policy Number of Net Book
Year Members Values

1990 12 $23,676,782
1991 14 $26,881,163
1992 14 $24,904,352
1993 16 $28,463,252
1994 18 $34,121,934
1995 19 $40,888,849
1996 20 $54,821,825
1997 20 $52,840,835
1998 19 $67,636,982
1999 20 $63,426,790
2000 21 $62,246,430
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2001 24 $63,963,477

2002 28 $74,894,690
2003 32 $93,710,499
2004 34 $94,902,016
2005 35 $97,794,661

B. Reserves for Adverse Claims

Each year the MTP-DPDTF, through Member Deposits and the retrospective adjustment process, funds
all liabilities for paid claims, and reserves. The MTP-DPDTF has excess insurance that will cover a per
occurrence loss in excess $100,000 to a maximum value of $400,000 per vehicle. The MTP Board of
Directors has established a Contingency Reserve at a minimum of $50,000. For the year ended
November 30, 2005 this account had a balance of $84,901.

C. Direct Property Damage Trust Fund Investment Portfolio

The Direct Property Damage Trust Fund investment portfolio as of November 30, 2005 consisted of the
following:

Interest Due Face Market Total
Securities Rate Date Value Value Cost
Government Treasury Bonds
US Treasury Notes 3.375% 02/15/08 $25,000 $24,457 $24,790
US Treasury Notes 3.625% 07/15/09 $25,000 $24,336 $25,044
Government Agency Bonds
Fed Home Loan Bank 5.955% 02/01/06 $25,000 $25,066 $25,450
Federal Nati Mtg Assn 3.250% 08/15/08 $25,000 $24,094 $25,249
Fed Home Loan Bank 5.355% 01/05/09 $25,000 $25,469 $26,203
Wai-Mart Stores Inc 4.375% 07/12/07 $25,000 $25,450 $25,450
BP/Amoco Co 6.500% 08/01/07 $25,000 $25,655 $27,938
Abbot Laboratories 3.500% 02/17/09 $25,000 $24,041 $25,091
Southern Co/Alabama Power  7.125% 10/01/07 $25,000 $25,870 $26,877
Merrill Lynch MTNB 3.375% 09/14/07 $25,000 $24,349 $24,789
Goldman Sachs Group Inc 4.125% 01/15/08 $25,000 $24,609 $25,320
Banc One Corp 2.625% 06/30/08 $25,000 $23,644 $24,563
National City Bank 4,.150% 08/01/09 $25,000 $24,343 $25,132
Totals 5.119% $325,000 $321,483 $331,896

In addition to the above, the Direct Property Damage Trust Fund had equity of $727,969 in money market
funds.

-12-



BDO Seidman, LLP 99 Monroe Avenue NW, Suite 800

I BD O Accountants and Consultants Grand Rapids, Michigan 49503-2654
® Telephone: (616) 774-7000

Fax: (616) 776-3680

Independent Auditors’ Report

Members of the Executive Committee
Michigan Transit Pool
Okemos, Michigan

We have audited the accompanying basic financial statements of the Michigan Transit Pool
(the Pool) as of and for the years ended November 30, 2005 and 2004, as listed in the table
of contents. These financial statements are the responsibility of the Pool’s management.
Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion of the effectiveness of the Pool’s internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Michigan Transit Pool as of November 30, 2005 and
2004, and the results of its operations and its cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

Management’s Discussion and Analysis on pages 15-18 is not a required part of the basic
financial statements but is supplementary information required by accounting principles
generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods
of measurement and presentation of the supplementary information. However, we did not
audit the information and express no opinion on it.

13



The accompanying financial information as listed under the heading Required
Supplementary Information in the table of contents is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is required by
accounting principles generally accepted in the United States of America. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

D20 M,LL/

Grand Rapids, Michigan
March 17, 2006
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- MANAGEMENT’S DISCUSSION AND ANALYSIS
For the year ended November 30, 2005

The Management’s Discussion and Analysis (MD&A) presents a narrative overview and analysis
of the financial activities of the Michigan Transit Pool (MTP) for the year ended November 30,
2005. The MD&A is designed to assist readers of financial statements in focusing on significant
financial activities and issues and to identify any significant changes. As this information is
presented in summary form, it should be read in conjunction with the financial statements as a
whole.

FINANCIAL HIGHLIGHTS

The MTP remains financially stable despite the fact that federal and state operating assistance
provided to its members has not kept pace with their cost increases. While the MTP experienced a
slight decrease in net assets of $11,406 or a 1.5% decrease, the MTP also experienced an increase
in its combined Contingency and Restricted reserves of $18,983 or 1.5%, including a Second
Restricted Reserve established in 2005 into which additional member contributions will be made.
The purpose of these reserves is to help offset major adverse claims that might be experienced in
the future.

Overall revenues, underwriting revenue plus investment income, decreased from $4.4 million in
2004 to $2.6 million in 2005, a 42% decrease. Underwriting and administrative expenses,
however, also decreased from $4.3 million in 2004 to $2.4 million in 2005, a 43.1% decrease.

-Underwriting revenues decreased approximately $1,891,000 or 45.1%.
-Investment income increased approximately $50,300 or 23.7%.
-Underwriting expenses decreased approximately $1,903,300 or 46.7%
-Administrative expenses increased approximately $61,200 or 28.6%

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of four parts — management’s discussion and analysis (this section), the
basic financial statements, required supplemental information and non-required supplemental
information.

The basic financial statement is the proprietary fund, which tells how basic services were financed
in the short term and what remains for future spending. :

The financial statements also include notes that explain some of the more significant information
contained within the statements and provide more detailed data. The notes are followed by a series
of required supplemental information that further explains and supports the financial statements.
The non-required supplemental information provides data relating to the basic services provided,
and details of the two Trust Funds which comprise the MTP.

PROPRIETARY FUND STATEMENT

The proprietary fund statements report information about the MTP as a whole using accounting
methods similar to those used by private-sector companies. The balance sheet includes all of the
Pool’s assets and liabilities. The statements of revenues, expenses and changes in net assets
accounts for all of the current year’s revenues and expenses regardless of when cash is received or
paid.
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The net assets of the proprietary fund are reported in the balance sheet. Net assets — the difference
between the MTP’s assets and liabilities — are one way to measure the MTP’s financial health or
position. Over time, increases or decreases in the MTP’s net assets are one indicator of whether its
financial position is improving or deteriorating. To assess the overall health of the Authority, you
must also consider additional factors such as changes in the MTP’s net amount due from and to
members, changes in its contingency and restricted reserves, and changes in reserves for claims.
The MTP was established to provide loss protection programs to its members, and a portion of
those premiums collected from its members not required for the payment of claims or other
expenses may be returned to the members. A net retrospective refund or billing may also provide
insight into the financial strength of the MTP.

NET ASSETS
The MTP’s total net assets at November 30, 2005 were $772,320, a decrease of $11,406 or 1.5%.

Total assets decreased approximately $1.9 million or 13.3% and total liabilities decreased
approximately $1.9 million or 14.0%.

MICHIGAN TRANSIT POOL
NET ASSETS (in thousands of dollars)
As of November 30,
2005 2004 % Change
ASSETS
Cash and investments $7,939 $7,046 12.7%
Amounts due from members 4,130 6,887 -40.0%
Other current assets 113 123 -8.1%
TOTAL ASSETS 12,182 14,056 -13.3%
LIABILITIES
Current liabilities 1,232 936 31.6%
Amounts due to members 4,001 3,366 18.8%
Reserves for claims 4,880 7,692 -36.6%
Contingency reserve 1,297 1,278 1.5%
TOTAL LIABILITIES 11,410 13,272 - -14.0%
. NET ASSETS
Unrestricted net assets $772 $ 784 -1.5%
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CHANGES IN NET ASSETS

The decrease in net assets in 2005 was $11,406, compared to the $15,344 decrease in 2004. (See

table below.)
MICHIGAN TRANSIT POOL
CHANGES IN NET ASSETS (in thousands of dollars)
As of November 30,
2005 2004 % Change
UNDERWRITING REVENUE
Premium deposits $3,677 $ 3,703 -.7%
Retrospective adjustments -1,378 487 -383.0%
TOTAL UNDERWRITING
"REVENUE 2,299 4,190 -45.1%
UNDERWRITING EXPENSES
Claims and Claims adj. Expenses 845 2,709 -68.8%
Excess insurance and reinsurance
premiums 1,325 1,364 -2.9%
TOTAL UNDERWRITING
EXPENSES 2,170 4,073 -46.7%
NET UNDERWRITING '
RESULTS 129 117 10.3%
INVESTMENT INCOME 262 212 23.6%
NET RESULTS 391 329 18.9%
ADMINISTRATIVE EXPENSES 271 214 26.6%
NET INCOME BEFORE
UNREALIZED LOSS ON
INVESTMENTS 120 115 4.4%
UNREALIZED LOSS ON
INVESTMENTS -132 -130 -1.5%
CHANGE IN NET ASSETS -12 -15 20.0%
Total Net Assets, beginning 784 799 -1.9%
TOTAL NET ASSETS, ENDING $772 $784 -1.5%

17



FACTORS BEARING ON THE POOL’S FUTURE

At the time these financial statements were prepared and audited, the MTP was aware of one
existing circumstance that could affect its financial health in the future. Funding to its members
from the State of Michigan was based on the members receiving 32.43% of its eligible operating
expenses for urban service and 38.43% of its eligible operating expenses for non-urban service
from the State compared to 35.21% and 42.24%, respectively, in fiscal year 2004. Effective
October 1, 2005, the rates of reimbursement were increased to 33.14% and 39.25%, respectively,
still less than the rates of reimbursement received in 2002 and 2003. It is not possible for the MTP
to accurately determine the impact this will have on its members.

CONTACTING THE POOL’S FINANCIAL MANAGEMENT

This financial report is designed to provide our members and other interested parties with a general
overview of the finances of the Michigan Transit Pool and to demonstrate the MTP’s
accountability for the money it receives. If you have questions about this report or need additional
information, contact the Michigan Transit Pool at 2120 University Park Drive, P.O. Box 77,
Okemos, Michigan 48805.
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November 30, 2005 2004
Assets
Cash $ 53,109 §$ 19,644
Investments (Note 3) 7,884,606 7,025,933
Amounts due from members 4,130,416 6,886,564
Deposit with claims administrator 37,765 65,127
Accrued interest income 60,939 58,333
Accrued excess premiums 15,430 300
Total Assets $ 12,182,265 $§ 14,055,901
Liabilities and Net Assets
Liabilities
Accrued liabilities $ 203,682 $ 84,093
Premiums paid in advance 1,028,552 853,047
Amounts due to members:
Retrospective refunds 2,495,185 1,911,050
Premium stabilization 712,444 756,531
Restricted reserves 793,532 697,704
Reserves for claims (Note 5):
Reported claims 3,779,343 6,591,526
Incurred but not reported claims 1,100,000 1,100,000
Contingency reserve 1,297,207 1,278,224
Total Liabilities 11,409,945 13,272,175
Net Assets
Unrestricted 772,320 783,726

Total Liabilities and Net Assets

$ 12,182,265 § 14,055,901

See accompanying notes to financial statements.
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Year ended November 30,

2005 2004

Underwriting Revenues
Premium deposits

$ 3,677,308 $ 3,703,108
(1,378,482) 486,718

Retrospective adjustments

Total Underwriting Revenues

2,298,826 4,189,826

Underwriting Expenses
Claims and claims adjustment expenses, net of recoveries
Excess insurance and reinsurance premiums

844,908 2,708,676
1,324,945 1,364,465

Total Underwriting Expenses

2,169,853 4,073,141

Net Underwriting Results 128,973 116,685
Investment Income 262,240 211,950
Net Results 391,213 328,635
Administrative Expenses
Risk management safety 4,185 3,864
Administrative services 47,075 52,539
Financial services 30,357 31,296
Investment broker fees 41,732 31,251
Financial audit 110,136 45,320
Actuarial services 8,000 7,000
Legal counsel 669 8,159
Bond 2,530 2,526
Supplies 3,211 1,585
Travel 9,606 9,607
Annual meeting costs 12,628 14,404
Interest expense - 6,083
Total Administrative Expenses 270,129 213,634

Unrealized Loss on Investments (Note 3)

(132,490)  (130,345)

Deficiency of Revenues Over Expenses

Net Assets, beginning of year

(11,406) (15,344)
783,726 799,070

Net Assets, end of year

$ 772,320 § 783,726

See accompanying notes to financial statements.
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Michigan Transit

Statements of Cas

Year ended November 30, ' 2005 2004
Operating Activities
Cash received from premiums collected $ 5,743,792 § 4,896,878
Cash received from investment income 259,634 213,741
Cash payments for claims, claim adjusting expenses and excess
insurance premiums, net of recoveries (4,997,166) (4,274,806)
Cash payments for administrative expenses (150,540) '(202,010)
Net Cash Provided by Operating Activities 855,720 633,803
Investing Activities '
Purchase of investments (3,078,989)  (2,202,903)
Proceeds from sale or maturity of investments 2,040,334 1,425,006
Net Cash Used in Investing Activities (1,038,655) (777,897)
Capital and Related Financing Activities
Contingency and restricted reserves 114,811 38,418
Statutory surplus assessment 101,589 100,787
Net Cash Provided by Capital and Related Financing Activities 216,400 139,205
Net Increase (Decrease) in Cash 33,465 (4,889)
Cash, beginning of year ' 19,644 24,533
Cash, end of year S 53,109 § 19,644
22



Year ended November 30,

Michigan Transit

Statements of Ca

2005 2004

Reconciliation of Deficiency of Revenues Over Expenses to

Net Cash Provided by Operating Activities

Deficiency of revenues over expenses

Adjustments to reconcile deficiency of revenues over
expenses to net cash provided by operating activities:
Unrealized loss on investments
Loss on sale of investments
Amortization of bond premium
Statutory surplus assessment
Changes in operating assets and liabilities:

$  (11,406) $§  (15,344)

132,490 130,345
1,899 2,492
45,594 33,872

(101,589) (100,787)

Amounts due from members 2,756,148 (595,780)
Deposit with claims administrator 27,361 (6,139)
Accrued interest income (2,606) 1,791
Accrued excess premiums (15,130) (122,429)
Accrued liabilities 119,589 11,624
Premiums paid in advance 175,505 166,249
Retrospective refunds 584,135 1,187,228
Premium stabilization (44,087) 19,917
Reserves for claims (2,812,183) (79,236)

Net Cash Provided by Operating Activities

$ 855720 § 633,803

See accompanying notes to financial statements.
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Notes to Financial Stg

Organization

Principles of Combination

The financial statements include the accounts of the Liability Trust Fund and the Direct
Property Damage Trust Fund of the Michigan Transit Pool (Pool), as required by the
State of Michigan Office of Financial and Insurance Services. The accounts will be
referred to as the Pool. All inter-company transactions have been eliminated.

Michigan Transit Pool

The Pool was established by certain members on December 1, 1987 pursuant to the
provisions of MCL Sections 124.1 et seq. The Pool consists of both the Liability Trust
Fund and the Direct Property Damage Trust Fund. The Liability Trust Fund was
organized to provide no-fault and general liability coverage to its members. The Direct
Property Damage Trust Fund was organized to provide direct property damage coverage
(collision and comprehensive) to its members, effective March 1, 1990. These financial
statements present the combination of the Direct Property Damage Trust Fund and the
Liability Trust Fund as required by the State of Michigan Office of Financial and
Insurance Services. Individual financial statements of each Trust Fund have been
provided separately in this document and should be read in conjunction with these
financial statements, as members of the Pool are not required to participate in both Trust
Funds. Therefore, the membership participation of the Liability Trust Fund is not the
same as that of the Direct Property Damage Trust Fund.

The Pool was established to provide vehicle and general liability insurance or other
coverages which the Board of Directors may include in a loss protection program. In
addition, the Pool serves to minimize the amount and frequency of losses and to decrease
the costs incurred by its members in handling and litigating claims. Any eligible party
Joining the Pool must remain a member for a minimum of three years. After the initial
three-year commitment, a member may withdraw from the Pool only at the end of any
fiscal year by giving a six-month written notice. New members may be allowed entry
upon approval of the Board of Directors. Additionally, the Pool maintains the right to
cancel any member’s participation upon a two-thirds vote of the entire Board of
Directors.
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Notes to Financial St

Annual underwriting premiums of each Trust Fund are designed to cover the fiscal year
budget of each loss protection program. The actual cost of each program is allocated to
the members through retrospective adjustments. Each member is responsible for all
losses falling within its selected retention level, plus its share of pooled losses and
administrative expenses, less its share of investment income. During 1991, the Pool
established the premium stabilization account which allows members to allocate a portion
of their retrospective refund to cover potential retrospective billings in the future.

Separate accounts are maintained for each member, within each Trust Fund. The net
investment results and administrative costs of the Liability Trust Fund are allocated to
members on the basis of their passengers, miles and hours (hereafter referred to as PMH
factor). The PMH factor is determined by giving equal weighting to an individual
member’s percentage of passengers, vehicle miles and vehicle hours. Underwriting
results are allocated to members based on a combination of their PMH factor as well as
their actual claim development experience. Underwriting results, net investment income
and administrative costs of the Direct Property Damage Trust Fund are allocated to
members in accordance with a cost allocation plan which is primarily based on each
member’s net book value, as defined, as a percentage of the total net book value of all
participating members.

Each Trust Fund requires members to make a contingency reserve deposit which has
been classified as a liability. Members made contributions of $18,983 and $17,598 for
the years ended November 30, 2005 and 2004, respectively. The contingency reserve is
established for potential significant claims and to protect each Trust Fund from member
insolvency. Upon withdrawal, and after final resolution of all claims during the
membership period, members are entitled to a return of their contingency reserve, as
defined in the by-laws. Contributions to the contingency reserve are made for the first
eight years of membership. Contributions made after that by members of the Liability
Trust Fund are allocated to the restricted reserves. The restricted reserves may be utilized
by these members to offset retrospective adjustments based upon specific defined criteria.
Members made contributions of $95,828 and $20,820 to the restricted reserves in 2005
and 2004, respectively.

Beginning in 1999, all members are required to make an annual surplus contribution to
each respective Fund, which will remain in the Pool as required by the State of Michigan
Office of Financial and Insurance Services. Contributions for surplus equity have been
classified as additional premiums, not subject to the retrospective adjustment calculation.
There can be no guarantee that a member will be entitled to a return of this contribution
upon withdrawal from the Pool. Aggregate contributions made to the Pool during 2005
and 2004 amounted to $101,589 and $100,787, respectively.
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Summary of Significant Accounting Policies
Basis of Presentation

The accompanying financial statements are presented in conformity with accounting
principles generally accepted in the United States of America for financial statements of
governmental entities and insurance enterprises, where applicable. The Pool has adopted
Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local
Governments.

The Pool reports under Governmental Accounting Standards Board Statement No. 10,
Accounting and Financial Reporting for Risk Financing and Related Insurance Issues
(GASB Statement No. 10). This statement generally requires public entity risk pools to
follow the current accounting and financial reporting standards of an enterprise fund.
Under GASB Statement No. 10, the enterprise funds comprise a public entity risk pool.

Summary of Significant Account Policies

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting, the Pool applies all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins issued on or before November 30, 1989, to the extent that they do not
conflict with GASB pronouncements. The Pool has elected not to apply FASB
statements issued after November 30, 1989.

Use of Estimates

The preparation of financial statements in accordance with GAAP requires management
to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.
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Notes to Financial St

Investments

Investments are reported at fair market value, as determined by the Pool’s investment
manager. Unrealized gains or losses on investments are recognized in the statements of
revenues, expenses and changes in net assets.

Equipment

Equipment is recorded at cost and consists primarily of computer equipment. Assets
having a useful life in excess of one year and whose costs exceed $1,000 are capitalized.
Depreciation is computed by the straight-line method based on the estimated useful lives
of the assets (3 to 5 years). Expenditures for maintenance and repairs are charged to
expense as incurred, whereas major additions are capitalized.

Net Assets

Net assets represent the difference between assets and liabilities. Net assets are reported
as restricted when there are limitations imposed on their use either through legislation or
through external restrictions imposed by creditors, grantors, laws or regulations of other
governments.

Reserves for Claims

Each Trust Fund has established reserves for claims based on actuarial estimates of the
ultimate cost of claims (including future claim adjustment expenses) that have been
reported but not settled, and of claims that have been incurred but not reported. The
recorded reserves for the Liability Trust Fund are discounted to reflect anticipated
investment income of approximately 4.0% on funds held until payments become due.
The evaluation of the reserve for incurred but not reported claims was based on each
Trust Fund’s own historical claims experience. As policy years mature, the reserves are
adjusted to reflect actual experience. The length of time for which such costs must be
estimated varies depending on the claim involved. Estimated amounts of salvage and
subrogation and excess insurance and reinsurance recoverable on unpaid claims are
deducted from the liability for unpaid claims. Because actual claim costs are dependent
on such complex factors as inflation, changes in doctrines of legal liability and damage
awards, the process used in computing claims liabilities cannot yield an exact result,
particularly for coverages such as general liability. Claims liabilities are recomputed
periodically using a variety of actuarial and statistical techniques to produce current
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estimates of actual claim costs that reflect recent settlements, claim frequency and other
economic and social factors. While management and its actuary believe that recorded
reserves are reasonable, the ultimate settlement of claims may vary significantly from the
amounts previously provided.

Reinsurance and Excess Insurance

The Liability Trust Fund uses a reinsurance agreement to reduce its exposure to large
losses on personal injury medical claims in excess of $350,000 and excess insurance for
automobile and general liability claims in excess of $2,000,000, up to an aggregate of
$4,000,000 to $5,000,000 per occurrence depending on the member. In addition,
aggregate excess coverage of $5,000,000 is provided for claims in excess of the Pool’s
resources as provided by MCL 124.7, approximately $12,000,000 at December 31, 2005.
Prior to fiscal 2003, coverage was provided by the Fund for the first $2,000,000 with
excess insurance coverage provided up to $6,000,000. The insurance policies permit
recovery of a portion of losses from the carrier in excess of these limits, although they do
not discharge the primary liability of the Liability Trust Fund as direct insurer of the risks
insured. The Liability Trust Fund does not report excess insured risks as liabilities unless
it is probable that those risks will not be covered by the respective carrier.

The Direct Property Damage Trust Fund uses excess insurance to reduce its exposure to
individual comprehensive claims in excess of $100,000 up to a maximum of 27,000,000.
Any exposure by location in excess of these limits would be the responsibility of the
member. The insurance policy permits the recovery of losses from the carrier in excess
of $100,000, but does not discharge the primary liability of the Direct Property Damage
Trust Fund as direct insurer of the risks insured. The Direct Property Damage Trust Fund
does not report excess insured risks as expenses and/or liabilities unless it is probable that
those risks will not be covered by the carrier.

Underwriting Revenue

Underwriting revenue consists of premiums deposited during the current policy year,
adjusted for retrospective adjustments of the ultimate costs of the current and prior policy
years.

Reclassification

Certain amounts have been reclassified in 2004 to conform to the 2005 presentation. The
reclassifications had no effect on total net assets.
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Notes to Financial Sta

Cash, Deposits and Investments
Deposits

Statutes require that certificates of deposit, savings accounts, depository accounts and
depository receipts are made with banks doing and having a place of business in the State
of Michigan and who are also members of a federal or national insurance corporation.

Custodial Credit Risk Related to Deposits

Custodial credit risk of deposits is the risk that in the event of a bank failure, the Pool’s
deposits might not be recovered. The Pool does not have a deposit policy for custodial
credit risk. At November 30, 2005, the Pool’s bank balance was $55,588 of which no
amount was exposed to custodial credit risk.

Investments

Statutes authorize the Pool to invest in obligations of the U.S. Treasury, agencies and
instrumentalities, commercial paper rated at the time of purchase within the two highest
classifications established by not less than two standard rating services, bankers’
acceptances of U.S. banks, United States government or federal agency obligation
repurchase agreements, obligations of the State of Michigan or any of its political
subdivisions rated as investment grade by not less than one standard rating service and
mutual funds composed of the types of investment vehicles named previously.

Interest Rate Risk

Interest Rate Risk is the risk that changes in interest rates will adversely affect the fair
value of an investment. The Pool does not have an investment policy that limits
maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates. At November 30, 2005, the Pool had the following investments
and maturities:
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Maturity

Less Than
Investment Type Fair Value 1 Year 1-5 Years
Mutual Funds , $ 2,159,455  $ 2,159,455 $ -
U.S. Treasury Bonds 1,016,997 - 1,016,997
Corporate Bonds 3,040,262 - 3,040,262
Government Agencies 1,667,892 25,066 1,642,826
Total | $ 7,884,606  $ 2,184521  $ 5,700,085
Credit Risk

Credit Risk is the risk that an issuer or other counter-party to an investment will not fulfill
its obligations. The Pool does not have an investment policy to mitigate credit risk. At
November 30, 2005, the Pool had the following credit ratings:

Credit

Exposure

as a Percent

of Total

Investment Type Rating Investments
U.S. Treasury Bonds AAA 12.9%

Corporate Bonds AA 6.2

Corporate Bonds AA+ 3.6

Corporate Bonds A 6.6

Corporate Bonds A- 3.5

Corporate Bonds AA- 55

Corporate Bonds A+ 13.1

Government Agencies AAA 21.2

Mutual Funds Not rated 274

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the Pool’s
investment in a single issuer. The Pool does not have an investment policy that limits the
amount that may be invested in any one issuer. Excluding U.S. government guaranteed,
mutual fund and pooled investments, no single investment exceeded 5% of total
investments at November 30, 2005.
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Notes to Financial Sté

Custodial Credit Risk

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to a transaction, the Pool will not be able to recover the value of investment
or collateral securities that are in the possession of an outside party. The value of the
Pool’s investments subject to custodial credit risk was $5,725,151 at November 30, 2005.

Internal Revenue Service Status

The Internal Revenue Service has determined in its letter dated September 29, 1989, that
the Pool meets the requirements of Section 115 of the Internal Revenue Code and,
accordingly, is exempt from federal income tax.

Reserves for Claims

As discussed in Note 2, each Trust Fund establishes a liability for both reported and
unreported insured events which includes estimates of future payments of both losses and
related loss adjustment expenses, net of anticipated recoveries from the excess insurance
carrier. The following represents the changes in those aggregate liabilities for the Trust
Funds during the years ended November 30, 2005 and 2004:

Year ended November 30, ’ 2005 2004
Reserves for Claims, beginning of year $7,691,526 $7,770,762
Incurred Claims and Claim Adjustment Expenses

Provision for insured events of the current year 1,321,019 1,312,120

Increase (decrease) in provisions for insured events of

prior years (476,111) 1,396,557

Total Incurred Claims and Claim Adjustment Expenses 844,908 2,708,677
Payments

Current year claims 370,702 252,836

Prior year claims 3,286,389 2,535,077
Total Payments 3,657,091 2,787,913
Reserves for Claims, end of year $4,879,343 $7,691,526
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Excess Insurance Claims

Claims incurred which are subject to recovery from the excess insurance carrier have
been excluded from losses incurred and loss reserves when it is considered probable that
the losses will be recovered from the carrier. Gross losses are recorded with a
corresponding reduction for that portion of the loss expected to be recovered. There were
no claims ceded to the excess insurance carrier by the Liability Trust Fund during 2005.
During 2004, the Liability Trust Fund deducted $300,000 from claims liabilities for
claims ceded to the excess insurance carrier, and received $1,416,618 in recoveries
during the year. The total amount deducted from incurred losses during 2004 related to
claims ceded to the excess carrier was $1,716,618.

There were no claims ceded to the excess insurance carrier by the Direct Property
Damage Trust Fund during 2005 or 2004.

Line of Credit

The Pool has a line of credit agreement which permits borrowings up to $2,100,000 and
bears interest at .5% below the prime rate, effectively 6.5% and 4.5% at November 30,
2005 and 2004, respectively. At November 30, 2005 and 2004 there were no amounts
outstanding under the line of credit agreement.

During 2005, the Pool obtained a letter of credit agreement which permits borrowings up
to $300,000. At November 30, 2005, there were no amounts outstanding under the letter
of credit agreement.

New Pronouncement

During 2005, the Pool adopted the provisions of Governmental Accounting Standards
Board Statement No. 40, Deposit and Investment Risk Disclosures.

Commitment

During 2005, the Pool entered into an agreement with the Ohio Transit Risk Pool to
operate and participate in Transit Reinsurance, Ltd. (Corporation), a captive insurance
company for excess of loss reinsurance coverage. The reinsurance will become effective
December 1, 2005. The Pool committed $300,000 through a letter of credit for the Pool’s
share of contributed surplus in accordance with the terms of the commitment letter
between the Pool and the Corporation.
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BDO Seidman, LLP 99 Monroe Avenue NW, Suite 800
BDO Accountants and Consultants Grand Rapids, Michigan 49503-2654
® Telephone: (616} 774-7000

7]
Fax: (616} 776-3680

Independent Auditors’ Report on Supplemental Material

Our audits of the basic financial statements, as indicated in our independent auditors’
report on pages 13-14, included in the preceding section of this report, were performed for
the purpose of forming an opinion on those statements taken as a whole. The supplemental
material presented in the following section of this report is presented for purposes of
additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audits of the basic
financial statements, and, in our opinion, is fairly presented in all material respects in
relation to the basic financial statements taken as a whole.

IO Lecclowan_, LL S

Grand Rapids, Michigan
March 17, 2006
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Liability Direct Property

Trust Damage.
November 30, Fund Trust Fund
Assets
Cash $ 50,633 § 2,476
Investments at fair market value 6,835,154 1,049,452
Amounts due from members 4,103,548 26,868
Deposit with claims administrator 22,248 15,517
Accrued interest income 56,379 4,560
Accrued excess premiums - 15,430
Total Assets $ 11,067,962 $ 1,114,303
Liabilities and Net Assets
Liabilities
Accrued liabilities $ 165,437 § 38,245
Premiums paid in advance 506,306 522,246
Amounts due to members:
Retrospective refunds 2,325,490 169,695
Premium stabilization 712,444 -
Restricted reserve 793,532 -
Reserves for claims:
Reported claims 3,779,343 -
Incurred but not reported claims 1,100,000 -
Contingency reserve 1,212,306 84,901
- Total Liabilities 10,594,858 815,087
Net Assets
Unrestricted 473,104 299,216
Total Liabilities and Net Assets $ 11,067,962 $ 1,114,303
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‘Totals
2005 2004
$ 53109 § 19,644
7,884,606 7,025,933
4,130,416 6,886,564
37,765 65,127
60,939 58,333
15,430 300

$ 12,182,265

§ 14,055,901

$ 203682 $ 84,093
1,028,552 853,047
2,495,185 1,911,050

712,444 756,531
793,532 697,704
3,779,343 6,591,526
1,100,000 1,100,000
1,297,207 1,278,224
11,409,945 13,272,175
772,320 783,726

$ 12,182,265

$ 14,055,901

Michigan Transi

Combining Balanc



Liability Direct Property

Trust Damage
Year ended November 30, Fund Trust Fund -
Urderwriting Revenues
Premium deposits $ 2907094 $ 770,214 _
Retrospective adjustments {1,235,655) (142,827)
Total Underwriting Revenues 1,671,439 627,387
Underwriting Expenses -
Claims and claims adjustment expenses 751,368 93,540
Excess insurance and reinsurance premiums 924,596 400,349
Total Underwriting Expenses 1,675,964 493,889
Net Underwriting Resuits (4,525) 133,498
Investment Income 245,229 17,011 -
Net Results . 240,704 150,509
Administrative Expenses -
- Risk management safety 4,185 -
Administrative services 47,075 -
Financial services : 9,112 21,245 . -
Investment broker fees 38,592 3,140
Financial audit 74,200 35,936
Actuarial services ' 6,000 2,000 -
Legal counsel : 669 -
Bond 2,530 -
Supplies 3,211 - )
Travel 9,606 -
Annual meeting costs : 12,628 -
Interest expense - - 3
Total Administrative Expenses 207,808 ' 62,321
Unrealized Loss on Investments (125,993) (6,497)
Excess (Deficiency) of Revenues Over Expenses (93,097) 81,691
Net Assets, beginning of year 566,201 217,525
Net Assets, end of year $ 473,104 § 299,216 -




Combining Statements of Revenues, Expense S
Changes in Net A

Totals

2005 2004

$ 3,677,308 $ 3,703,108

(1,378,482) 486,718
2,298,826 4,189,826
844,908 2,708,676
1,324,945 1,364,465
2,169,853 4,073,141
128,973 116,685
262,240 211,950
391,213 328,635
4,185 3,864
47,075 52,539
30,357 31,296
41,732 31,251
110,136 45,320
8,000 7,000
669 8,159
2,530 2,526
3211 1,585
9,606 9,607
12,628 14,404

- 6,083
270,129 213,634
(132,490) (130,345)
(11,406) (15,344)
783,726 799,070

3 772,320 $ 783,726

Michigan Transi
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BDO Seidman, LLP 99 Monroe Avenue NW, Suite 800
I BDO Accountants and Consultants Grand Rapids, Michigan 49503-2654
® Telephone: (616) 774-7000
Fax: (616) 776-3680

Independent Auditors’ Report

Members of the Executive Committee
Michigan Transit Pool - Liability Trust Fund
Okemos, Michigan

We have audited the accompanying financial statements of the Michigan Transit
Pool - Liability Trust Fund (Fund) as of and for the years ended November 30, 2005 and
2004, as listed in the table of contents. These financial statements are the responsibility of
the Fund’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion of the effectiveness of the Fund’s internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements present only the Liability Trust Fund of
the Michigan Transit Pool and are not intended to present fairly the financial position of
the Michigan Transit Pool and the results of its operations and cash flows in conformity
with accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Michigan Transit Pool - Liability Trust Fund as of
November 30, 2005 and 2004, and the results of its operations and cash flows for the years
then ended in conformity with accounting principles generally accepted in the United
States of America.



Our audits were conducted for the purpose of forming an opinion on the financial
statements taken as a whole. The Claims Development Information on pages 18 and 19
and the supplemental material listed in the table of contents on pages 21 through 86 are
presented for the purpose of additional analysis and are not a required part of the financial
statements. Such information has been subjected to the auditing procedures applied in our
audits of the financial statements and, in our opinion, is fairly stated in all material respects
when considered in relation to the financial statements taken as a whole.

The schedules of PMH Factors and Historical Data on pages 88 through 91 is not a
required part of the financial statements. Such information has not been subjected to the
auditing procedures applied in our audits of the financial statements, but was compiled
from information that is the representation of management, without audit or review.
Accordingly, we do not express an opinion or any other form of assurance on such
supplemental material.

8L eova 11y

Grand Rapids, Michigan
March 17, 2006
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November 30, 2005 2004
Assets
Cash $ 50,633 $ 10,852
Investments at fair market value (Note 3) 6,835,154 6,360,726
Amount due from members 4,103,548 6,798,230
Deposit with claims administrator 22,248 63,027
Accrued interest income 56,379 55,580
11,067,962 13,288,415
Property, plant and equipment
Office equipment 12,700 12,700
Less accumulated depreciation (12,700) (12,700)
Net property, plant and equipment - -
Total Assets $ 11,067,962 §$§ 13,288,415
Liabilities and Net Assets
Liabilities
Accrued liabilities $ 165,437 $ 65,598
Premiums paid in advance 506,306 595,114
Amounts due to members:
Retrospective refunds 2,325,490 1,727,229
Premium stabilization 712,444 756,531
Restricted reserves 793,532 697,704
Reserves for claims (Note 5):
Reported claims 3,779,343 6,583,526
Incurred but not reported claims 1,100,000 1,100,000
Contingency reserve 1,212,306 1,196,512
Total Liabilities 10,594,858 12,722,214
Net Assets
Unrestricted 473,104 566,201
Total Liabilities and Net Assets $ 11,067,962 $ 13,288,415

See accompanying notes to financial statements.



Michigan Transit Pool - Liability Trus

P
Statements of Revenues, Expenses and Changes in Ne

Year ended November 30, 2005 2004
Underwriting Revenues
Premiums deposits $ 2,907,094 § 3,029,219
Retrospective adjustments (1,235,655) 589,607
Total Underwriting Revenues 1,671,439 3,618,826
Underwriting Expenses
Claims and claims adjustment expenses, net of recoveries 3,555,552 2,710,798
Change in reserves for reported and incurred but not reported claims (2,804,184) (87,237)
Excess insurance and reinsurance premiums 924,596 989,032
Total Underwriting Expenses 1,675,964 3,612,593
Net Underwriting Results (4,525) 6,233
Investment Income 245,229 203,124
Net Results 240,704 209,357
Administrative Expenses
Risk management safety 4,185 3,864
Administrative services 47,075 52,539
Financial services 9,112 12,802
Investment broker fees 38,592 29,005
Financial audit 74,200 31151
Actuarial services 6,000 5,000
Legal counsel 669 8,159
Bond 2,530 2,526
Supplies 3,211 1,585
Travel 9,606 9,607
Annual meeting costs ’ 12,628 14,404
Interest expense - 6,083
Total Administrative Expenses 207,808 176,725
Unrealized Loss on Investments (Note 3) (125,993) (123.857)
Deficiency of Revenues Over Expenses (93,097) (91,225)
Net Assets, beginning of year 566,201 657,426
Net Assets, end of year $ 473,104 $ 566,201

See accompanying notes to financial statements.




Year ended November 30,

Statements of Caéh

2004

Operating Activities
Cash received from premiums collected

$ 4904460 $ 4,266,304

Cash received from investment income 205,150
Cash payments for claims, claims adjusting expenses and excess
insurance premiums, net of recoveries (3,699,829)
Cash payments for administrative expenses (163,105)
Net Cash Provided by Operating Activities 608,520
Investing Activities
Purchase of investments (2,004,484)
Proceeds from sale or maturity of investments 1,350,006
Net Cash Used in Investing Activities (654,478)
Capital and Related Financing Activities
Contingency and restricted reserves 35,231
Statutory surplus assessment 12,600
Net Cash Provided by Capital and Related Financing Activities 47,831
Net Increase in Cash 1,873
Cash, beginning of year 8,979
Cash, end of year 10,852
7




Michigan Transit Pool - Liability Trus

Year ended November 30, 2005 2004
Reconciliation of Deficiency of Revenues Over Expenses
to Net Cash Provided by Operating Activities
Deficiency of revenues over expenses $ (93,097) $ (91,225)
Adjustments to reconcile deficiency of revenues over
expenses to net cash provided by operating activities:
Unrealized loss on investments 125,993 123,857
Amortization of bond premium 45,594 33,872
Statutory surplus assessment (13,400) (12,600)
Changes in operating assets and liabilities:
Amount due from members 2,694,682 (674,194)
Accrued interest income (799) 2,026
Deposit with claims administrator 40,779 (24,983)
Accrued liabilities 99,839 9,768
Premiums paid in advance (88,808) 216,334
Retrospective refunds 598,261 1,092,984
Premium stabilization (44,087) 19,917
Reserves for claims (2,804,183) (87,236)
Net Cash Provided by Operating Activities $ 560,774 $ 608,520

See accompanying notes to financial statements.



Organization
Michigan Transit Pool

The Michigan Transit Pool (Pool) was established by certain members on December 1,
1987 pursuant to the provisions of MCL Sections 124.1 et seq. The Pool consists of both
the Liability Trust Fund and the Direct Property Damage Trust Fund. The Direct
Property Damage Trust Fund was organized to provide direct property damage coverage
(collision and comprehensive) to its members, effective March 1, 1990. These financial
statements present only the Liability Trust Fund of the Michigan Transit Pool. The Pool
was established to provide no-fault and general liability insurance or other coverages
which the Board of Directors may include in a loss protection program. In addition, the
Pool serves to minimize the amount and frequency of losses and to decrease the costs
incurred by its members in handling and litigating claims. Any eligible party joining the
Pool must remain a member for a minimum of three years. After the initial three-year
commitment, a member may withdraw from the Pool only at the end of any fiscal year by
giving a six-month written notice. New members may be allowed entry upon approval of
the Board of Directors. Additionally, the Pool maintains the right to cancel any
member’s participation upon a two-thirds vote of the entire Board of Directors.

Liability Trust Fund

The Liability Trust Fund (Fund) was organized to provide no-fault and general liability
coverage to its members.

Annual underwriting premiums are designed to cover the fiscal year budget of each loss
protection program. The actual cost of each program is allocated to the members through
retrospective adjustments. Each member is responsible for all losses falling within its
selected retention level, plus its share of pooled losses and administrative expenses, less
its share of investment income. During 1991, the Pool established the premium
stabilization account which allows members to allocate a portion of their retrospective
refund to cover potential retrospective billings in the future.



Michigan Transit Pool - Liability Trust

Notes to Financial St

Separate accounts are maintained for each member and the net investment results and
administrative costs are allocated to members on the basis of their passengers, miles and
hours (hereafter referred to as PMH factor). The PMH factor is determined by giving
equal weighting to an individual member’s percentage of passengers, vehicle miles and
vehicle hours. Underwriting results are allocated to members based on a combination of
their PMH factor as well as their actual claim development experience.

The Fund provides no-fault and general liability coverage to its members for the first
$2,000,000 per occurrence including the members® self-insured retentions. The self-
insured retentions range from $5,000 to $125,000. An excess insurance carrier beginning
in fiscal 2003 provides coverage in excess of $2,000,000, up to a maximum of
$4,000,000 to $7,000,000 per occurrence depending on the member. Prior to fiscal 2003,
coverage was provided by the Fund for the first $2,000,000 with excess insurance
coverage provided up to $6,000,000.

The Fund requires members to make a contingency reserve contribution which has been
classified as a liability. During each of the years 2005 and 2004, members made
contributions of $15,794 and $14,411, respectively. The contingency reserve is
established for potential significant claims and to protect the Fund from member
insolvency. Upon withdrawal, and after final resolution of all claims during the
membership period, members are entitled to a return of their contingency reserve, as
defined in the bylaws. Contributions to the contingency reserve are made for the first
eight years of membership. Contributions made after that are allocated to the restricted
reserves. The restricted reserves may be utilized to offset retrospective adjustments
based upon specific defined criteria. Members made contributions of $95,828 and
$20,820 to the restricted reserves in 2005 and 2004, respectively.

Beginning in 1999, all members are required to make an annual surplus contribution to
the Fund, which will remain in the Fund as required by the State of Michigan Office of
Financial and Insurance Services. Contributions for surplus equity have been classified
as additional premiums, not subject to the retrospective adjustment calculation. There
can be no guarantee that a member will be entitled to a return of this contribution upon
withdrawal from the Fund. Aggregate contributions made to the Fund during 2005 and
2004 amounted to $13,400 and $12,600, respectively.

10




Michigan Transit Pool - Liability Trus

Notes to Financial St

2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statements are presented in conformity with accounting
principles generally accepted in the United States of America for financial statements of
governmental entities and insurance enterprises, where applicable. The Fund has adopted
Governmental Accounting Standards Board Statement No. 34, Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local
Governments.

The Fund reports under Governmental Accounting Standards Board Statement No. 10,
Accounting and Financial Reporting for Risk Financing and Related Insurance Issues
(GASB Statement No. 10). This statement generally requires the Fund to follow the
current accounting and financial reporting standards of a proprietary fund. Under GASB
statement No. 10, the Fund is a component of a public entity risk pool.

Summary of Significant Account Policies

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund
Accounting, the Fund applies all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board Opinions and Accounting
Research Bulletins issued on or before November 30, 1989, to the extent that they do not
conflict with GASB pronouncements. The Fund has elected not to apply FASB
statements issued after November 30, 1989.

Use of Estimates

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and reported

amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

11




Michigan Transit Pool - Liability Trust

Notes to Financial St

Investments

Investments are reported at fair market value, as determined by the Fund’s investment
manager. Unrealized gains or losses on investments are recognized in the statements of
revenues, expenses and changes in net assets.

Equipment

Equipment is recorded at cost and consists primarily of computer equipment. Assets
having a useful life in excess of one year and whose costs exceed $1,000 are capitalized.
Depreciation is computed by the straight-line method based on the estimated useful lives
of the assets (3 to 5 years). Expenditures for maintenance and repairs are charged to
expense as incurred, whereas major additions are capitalized.

Net Assets

Net assets represent the difference between assets and liabilities. Net assets are reported
as restricted when there are limitations imposed on their use either through legislation or
through external restrictions imposed by creditors, grantors, laws or regulations of other
governments.

Reserves for Claims

The Fund establishes reserves for claims based on actuarial estimates of the ultimate cost
of claims (including future claim adjustment expenses) that have been reported but not
settled, and of claims that have been incurred but not reported. Recorded reserves are
discounted to reflect anticipated investment income of approximately 4.0% on funds held
until payments become due. The evaluation of the reserve for incurred but not reported
claims was based on the Fund’s own historical claims experience. As policy years
mature, the reserves are adjusted to reflect actual experience. The length of time for
which such costs must be estimated varies depending on the claim involved. Estimated
amounts of salvage and subrogation and excess insurance and reinsurance recoverable on
unpaid claims are deducted from the liability for unpaid claims. Because actual claim
costs are dependent on such complex factors as inflation, changes in doctrines of legal
liability and damage awards, the process used in computing claims liabilities cannot yield
an exact result, particularly for coverages such as general liability. Claims liabilities are
recomputed periodically using a variety of actuarial and statistical techniques to produce
current estimates of actual claim costs that reflect recent settlements, claim frequency and

12



Michigan Transit Pool - Liability Trus

Notes to Financial Sta

other economic and social factors. While management and its actuary believe that
recorded reserves are reasonable, the ultimate settlement of claims may vary significantly
from the amounts previously provided.

Reinsurance and Excess Insurance

The Fund uses a reinsurance agreement to reduce its exposure to large losses on personal
injury medical claims in excess of $350,000 and excess insurance for automobile and
general liability claims in excess of $2,000,000, up to an aggregate of $4,000,000 to
$5,000,000 per occurrence depending on the member. In addition, aggregate excess
coverage of $5,000,000 is provided on claims in excess of the Fund’s resources as
provided by MCL 124.7, approximately $11,000,000 at December 31, 2005. Prior to
fiscal 2003, coverage was provided by the Fund for the first $2,000,000 with excess
insurance coverage up to $6,000,000. The insurance policies permit recovery of a portion
of losses from the carrier in excess of these limits, although they do not discharge the
primary liability of the Fund as direct insurer of the risks insured. The Fund does not
report excess insured risks as liabilities unless it is probable that those risks will not be
covered by the respective carrier.

Underwriting Revenue

Underwriting revenue consists of premiums deposited in the current policy year, adjusted
by retrospective adjustments of the ultimate costs of the current and prior policy years.

Reclassification

Certain amounts have been reclassified in 2004 to conform to the 2005 presentation. The
reclassification had no effect on total net assets.

Cash, Deposits and Investments
Deposits
Statutes require that certificates of deposit, savings accounts, depository accounts and

depository receipts are made with banks doing and having a place of business in the State
of Michigan and who are also members of a federal or national insurance corporation.

13



Michigan Transit Pool - Liability Trust Fund

Notes to Financial St

Custodial Credit Risk Related to Deposits

Custodial credit risk of deposits is the risk that in the event of a bank failure, the Fund’s
deposits might not be recovered. The Fund does not have a deposit policy for custodial
credit risk. At November 30, 2005, the Fund’s bank balance was $53,112 of which no
amount was exposed to custodial credit risk.

Investments

Statutes authorize the Fund to invest in obligations of the U.S. Treasury, agencies and
instrumentalities, commercial paper rated at the time of purchase within the two highest
classifications established by not less than two standard rating services, bankers’
acceptances of U.S. banks, United States government or federal agency obligation
repurchase agreements, obligations of the State of Michigan or any of its political
subdivisions rated as investment grade by not less than one standard rating service and
mutual funds composed of the types of investment vehicles named previously.

Interest Rate Risk

Interest Rate Risk is the risk that changes in interest rates will adversely affect the fair
value of an investment. The Fund does not have an investment policy that limits
maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates. At November 30, 2005, the Fund had the following investments
and maturities:

Maturity
Less Than
Investment Type Fair Value 1 Year 1-5 Years
Mutual Funds $ 1,431,486 $ 1,431,486 $ -
U.S. Treasury Bonds 968,204 - 968,204
Corporate Bonds 2,842,201 - 2,842,201
Government Agencies 1,593,263 - 1,593,263
Total $ 6,835,154 $ 1,431,486 $ 5,403,668

14
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Notes to Financial Sta

Credit Risk

Credit Risk is the risk that an issuer or other counter-party to an investment will not fulfill
its obligations. The Fund does not have an investment policy to mitigate credit risk. At
November 30, 2005, the Fund had the following credit ratings:

Credit

Exposure

as a Percent

of Total

Investment Type Rating Investments
U.S. Treasury Bonds AAA 14.2%

Mutual Funds Not Rated 20.9

Corporate Bonds AA 6.5

Corporate Bonds A- 4.1

Corporate Bonds A 7.2

Corporate Bonds A+ 13.6

Corporate Bonds AA- 6.5

Corporate Bonds AA+ 3.8

Government Agencies AAA 23.2

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the Fund’s
investment in a single issuer. The Fund does not have an investment policy that limits
the amount that may be invested in any one issuer. Excluding U.S. government
guaranteed, mutual fund and pooled investments, investments that exceeded 5% of total
investments at November 30, 2005 are as follows:

Concentration as a

Percent of Total
Investment Type Description Investments
Corporate Bonds AlIG 7.6%
Corporate Bonds Goldman Sachs Group Inc. 7.7
Corporate Bonds JPMorgan Chase 7.4
Corporate Bonds Bank of America Corp. 7.4
Corporate Bonds Credit Suisse First Boston 7.4
Corporate Bonds National City Bank 7.6
15




Michigan Transit Pool - Liability Trust

Notes to Financial Staf

Custodial Credit Risk

Custodial credit risk for investments is the risk that in the event of the failure of the
counterparty to a transaction, the Fund will not be able to recover the value of investment
or collateral securities that are in the possession of an outside party. The value of the
Fund’s investments subject to custodial credit risk was $5,403,668 at November 30,
2005.

Internal Revenue Service Status

The Internal Revenue Service has determined in its letter dated September 29, 1989 that
the Pool meets the requirements of Section 115 of the Internal Revenue Code and,
accordingly, is exempt from federal income tax.

Reserves for Claims

As discussed in Note 2, the Fund establishes a liability for both reported and unreported
insured events which includes estimates of both future payments of losses and related
claim adjustment expenses, net of anticipated recoveries from the excess insurance
carrier. The following represents changes in those aggregate liabilities for the Fund
during the years ended November 30, 2005 and 2004:

Year ended November 30, ' 2005 2004
Reserves for Claims, beginning of year $7,683,526 $7,770,762
Incurred Claims and Claim Adjustment Expenses
Provision for insured events of the current year 1,222,290 1,222,482
Increase (decrease) in provisions for insured events of
prior years (470,921) 1,401,080

Total Incurred Claims and Claim Adjustment Expenses 751,369 2,623,562

Payments
Current year claims 271,973 171,198
Prior year claims 3,283,579 2,539,600
Total Payments 3,555,552 2,710,798
Reserves for Claims, end of year $4,879,343 $7,683,526

16



Notes to Financial Sta

Line of Credit

The Fund has a line of credit agreement which permits borrowings up to $2,100,000 and
bears interest at .5% below the prime rate, effectively 6.5% and 4.5% at November 30,
2005 and 2004, respectively. At November 30, 2005 and 2004 there were no amounts
outstanding under the line of credit agreement.

During 2005, the Fund obtained a letter of credit agreement which permits borrowings up
to $300,000. At November 30, 2005, there were no amounts outstanding under the letter
of credit agreement.

New Pronouncement

During 2005, the Fund adopted the provisions of Governmental Accounting Standards
Board Statement No. 40, Deposit and Investment Risk Disclosures.

Commitment

During 2005, the Fund entered into an agreement with the Ohio Transit Risk Pool to
operate and participate in Transit Reinsurance, Ltd. (Corporation), a captive insurance
company for excess of loss reinsurance coverage. The reinsurance will become effective
December 1, 2005. The Fund committed $300,000 through a letter of credit for the
Fund’s share of contributed surplus in accordance with the terms of the commitment
letter between the Fund and the Corporation.

17
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Required Supplementary Inf
Claims Development Inf

The following table illustrates how the Fund’s earned premiums (net of retrospective
adjustments) and investment income compare to related gross costs of loss (net of losses
assumed by excess insurers) and other expenses assumed by the Fund as of the end of
each of the past ten years. The rows of the table are defined as follows: (1) This line
shows the total of each policy year’s earned premiums and investment income. (2) This
line shows each fiscal year’s operating costs of the Fund including overhead. (3) This
line shows the Fund’s gross incurred claims, claims assumed by excess insurers and net
incurred claims (both paid and accrued) and loss adjustment expense as originally
reported at the end of the year in which the event that triggered coverage under the
contract occurred (policy year). (4) This section shows the cumulative net amounts paid
as of the end of successive years. (5) This line shows the latest re-estimated amount of
losses assumed by excess insurers for each year. (6) This section shows how each policy
year’s net incurred claims increased or decreased as of the end of successive years. This
annual re-estimation results from new information received on known claims,
reevaluation of existing information on known claims, as well as emergence of new
claims not previously known. (7) This line compares the latest re-estimated net incurred
claims amount (line 6) to the amount originally established (line 3) and shows whether
this latest estimate of claims cost is greater or less than originally thought. As data for
individual policy years mature, the correlation between original estimates and re-
estimated amounts is commonly used to evaluate the accuracy of incurred claims
currently recognized in less mature policy years. The columns of the table show data for
successive policy years.
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2005

2004

2003

1. Premiums earned and investment income:
Earned
Ceded

$ 2,387,588
924,596

$2,420,871
669,005

$ 2,662,737
1,028,561

Net earned
2. Other operating expenses

3. Estimated incurred claims and expense, end of
policy year:
Incurred
Ceded

1,462,992
207,808

1,222,290

1,751,866
176,725

1,522,482
300,000

1,634,176
174,600

1,346,754

Net incurred

4. Net paid claims (cumulative) as of:
End of policy year :
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

5. Re-estimated ceded claims and expenses

6. Re-estimated net incurred claims and expenses:

End of policy year -
One year later

Two years later
Three years later
Four years later
Five years later

Six years later
Seven years later
Eight years later
Nine years later

7. Increase (decrease) in estimated net incurred claims

and expense from end of policy year

1,222,290

271,973

1,222,290

1,222,482

171,198
351,581

9,654

1,222,482
952,916

(269,566)

1,346,754

207,338
369,180
414,106

1,346,754
1,036,900
634,242

(712,512)
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Required Supplementary Inf
Claims Development In

2002 2001 2000 1999 1998 1997 1996

$4,995910 $2,441,909 $1,962,828 $ 1,987,027 $1,461,2~90 $1,357,344 $1,713,818
689,243 418,143 272,631 156,002 3,455 42,763 106,112

4,306,667 2,023,766 1,690,197 1,831,025 1,457,835 1,314,581 1,607,706
141,946 114,383 100,357 100,611 93,604 102,486 95,071

4,059,094 1,809,554 1,482,581 1,610,485 1,364,231 1,212,095 1,512,635

4,059,094 1,809,554 1,482,581 1,610,485 1,364,231 1,212,095 1,512,635

327,616 319,796 418,678 819,843 303,639 254,771 252,359
835,528 893,694 670,896 1,027,213 591,348 484,595 469,594
836,904 1,374,664 1,093,842 1,244,282 879,702 617,327 568,549
3,958,142 2,219,728 1,439,659 1,296,609 1,089,633 775,952 700,545
- 2,438,949 4,087,640 1,296,609 1,496,743 836,477 913,222

- - 4115292 1,296,564 1,496,797 838,393 928,975

- - - 1,296,564 1,496,797 838,393 933,622

- - - - 1,496,797 838,393 1,005,544

- - - - - 838,393 1,005,544

- - - - - - 1,055,544

(300,000) - {1,416,618) - - - -

4,059,094 1,809,554 1,482,581 1,610,485 1,364,231 1,212,095 1,512,635
5,542,332 2,463,758 1,436,490 1,518,407 1,445,572 873,513 1,146,272
5,655,247 2,658,746 1,690,381 1,424,946 1,563,548 781,415 906,741
5,759,527 3,588,008 2,080,123 1,296,606 1,612,523 874,866 972,995
- 3,710,206 4,165,543 1,296,606 1,496,743 843,219 996,305
- - 4,150,022 1,296,561 1,496,797 838,392 981,097
- - - 1,296,561 1,496,797 838,392 948,501
- - - - 1,496,797 838,392 1,005,543
- - - - - 838,392 1,005,543
- - - - - - 1,005,543

1,700,433 (3,100) 2,667,441 (313,924) 132,566 (373,703)  (507,092)
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